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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION

AT RI CHMOND, JUNE 29, 2001

APPLI CATI ON OF
VIRGA NI A ELECTRI C AND PONER COVPANY CASE NO. PUE0O00343

For Approval of Generation
Facilities pursuant to Virginia
Code 8§ 56-580 D or, in the

Al ternative, for Approval of
Expendi tures pursuant to Virginia
Code § 56-234.3 and for a
Certificate of Public Conveni ence
And Necessity pursuant to Virginia
Code § 56-265.2

and
APPLI CATI ON OF
VI RG NI A ELECTRI C AND PONER COVPANY CASE NO. PUF000021

For authority under Chapters 3,

4 and 5 of Title 56 of the Code
of Virginia to participate in

| ease financing arrangenents for
construction of generation
facilities, and for a declaration
of non-jurisdiction

ORDER GRANTI NG ADDI TI1 ONAL AUTHORI TY

On March 12, 2001, the State Corporation Comm ssion entered
a Final Order in the captioned matters, and, anong ot her things,
granted Virginia Electric and Power Conpany (“Virginia Power” or
“the Conpany”) authority to construct, acquire and operate the

generating units at the Possum Poi nt Power Station, as nore


http://www.state.va.us/scc/contact.htm#General

specifically described in the Conpany’s June 16, 2000,
application docketed as Case No. PUE000343 and its July 5, 2000,
application docketed as Case No. PUF000021. The Conm ssion’s
March 12, 2001, Order also approved a synthetic | ease agreenent
to be used to finance the construction of Unit 6 at the
Conmpany’ s Possum Point Power Station (“Unit 6”), as nodified by
t he Conm ssion Novenber 17, 2000, Order entered in Case No.
PUF000021, and Exhibit 1 attached to Exhibit LTO 13 in testinony
in Case No. PUEO00343, and to fund the pipeline partially.

On March 30, 2001, the Conpany filed a Petition for
Reconsi deration and Mbtion to Anend Final Order (“Petition”),
wherein it requested that it be allowed to increase the total
amount it could borrow under the synthetic | ease approved in
Case No. PUF000021 from $300 million to $370 million. Inits
Petition, Virginia Power explained that it recently concluded a
conpr ehensi ve update of its previous estinmate based on its
actual experience in procuring the equipnment and services
necessary to construct Unit 6 at Possum Point. According to the
Conpany, its updated projected cost for Unit 6 is now $366
mllion, rather than $300 million. This revised estinmate
i ncl udes an increase in contingency expenses of approximtely
$17 mllion and an anount of approxinmately $10 mllion for ful
financing for the natural gas pipeline |lateral to the Possum

Poi nt Project through the synthetic |ease.



By Order dated April 2, 2001, the Conm ssion granted
Virginia Power’s request for reconsideration to the extent
necessary to permt the consideration of the issues raised in
its Petition.

In Case No. PUEO00741, the Conm ssion’s docket established
to consider the Conpany’s application for a certificate of
public conveni ence and necessity to construct the pipeline, the
Conmpany noted that an affiliate of Virginia Power, Doni nion
Transm ssion, Inc. (“DTl”), was selected to construct, operate
and maintain the pipeline.! By Conm ssion Oder dated June 20,
2001, the Conm ssion authorized Virginia Power to construct, own
and operate the pipeline upon receipt of final Conmm ssion
approval of the synthetic |ease financing pending in Case No.
PUF000021, and final approval of the Construction Contract and
O&M Agreenent that are at issue in Case No. PUA010025.

As we noted in our Novenber 17, 2000, Order entered in Case
No. PUF000021, Dom ni on Equi pnent 11, Inc., (“DEl Sub”), an
affiliate of Virginia Power, was created to act as construction
agent for the Possum Point Project. In addition, DEl Sub entered

into a synthetic lease for Unit 6. Virginia Power will acquire

'The terms of the construction agreenment between Virginia Power and DTl are
menorialized in a Construction Contract, attached to our June 20, 2001, Order
in Case No. PUEO00741. Likew se, the ternms and conditions under which DTI
will operate and maintain the pipeline are menorialized in the Operating and
Mai nt enance Agreenent (“O8&M Agreenent”), also attached to our June 20, 2001,
Order in Case No. PUE000741.



control of Unit 6 fromDElI Sub through a subl ease agreenent. In

our Novenber 17, 2000, Order in Case No. PUF000021 we expressed



concern with regard to Virginia Power being able to obtain and
mai ntain control of Unit 6 through its synthetic |ease financing
arrangenent .

Based upon these concerns, we required, anong other things,
that Virginia Power take all actions necessary to ensure that it
will have the right to acquire control of Unit 6 through the
subl ease upon conpletion of construction and to reformthe
subl ease agreenent to the extent necessary, to assure that
Virginia Power can maintain, to the extent practicable, the sane
control of Unit 6 as DElI Sub nmay enjoy under the | ease.

Wth regard to the pipeline which Virginia Power now
proposes to finance with proceeds fromthe synthetic | ease
arrangenent, the use of the synthetic |ease to finance the
pi peline may rai se additional concerns. Wile Virginia Power
will be granted a Certificate of Public Conveni ence and
Necessity for the pipeline once it conplies with the conditions
set out in the June 20, 2001 order, it will, through its
construction contract and O%M agreenent permt DTl to exercise
di scretion in the construction, operation and mai ntenance of the
pi peline.

Mor eover, our Staff has inforned us that it has sonme
concerns with regard to Virginia Power’s ability to maintain
control of the pipeline due to | anguage in the O%M Agreenent,

t he Construction Contract, including the assignnments therein,



and an Easenent Support Agreenent that is intended to grant the
| enders access to Virginia Power’s easenents in the event of
default by Virginia Power. The Easenent Support Agreenent, copy
of which was filed with the Conm ssion in the captioned matter
(DCC No. 010610108), is a docunent to be executed between
Virginia Power and the lenders in the synthetic | ease agreenent.

In response to our Staff’s concerns, Virginia Power, by
counsel, filed revisions to its O&M Agreenent and the
Construction Contract, including the assignnments therein as well
as the Easenment Support Agreenent in Case Nos. PUE000343,
PUF000021 and PUA010025. CQur Staff has informed us that these
revisions alleviate its concerns and has recommended that the
Conpany’s request to increase the anount of the |ease to $370
mllion and to use the proceeds to finance the pipeline should
be granted, provided these agreenents are executed with the
revisions proposed in the June 27 and 28, 2001 filings.

ON CONSI DERATI ON WHERECF, the Conmi ssion is of the opinion
and finds that increasing the anmount that Virginia Power can
borrow under the synthetic | ease arrangenent from $300 mllion
to $370 mllion and using these proceeds to finance the
construction of the pipeline will not be detrinmental to the
public interest provided that the arrangenents as revised to
assure Virginia Power’s control over the construction of Unit 6

and the natural gas pipeline are nmade. Accordingly,



| T I'S ORDERED THAT:

1) Virginia Power is authorized to borrow up to $370
mllion under the synthetic |ease financing arrangenent.

2) Virginia Power is authorized to finance the pipeline
Wi th proceeds fromthe synthetic | ease, provided it executes the
&M Agreenent, Construction Contract and Easenent Support
Agreenent as set out in the attachnents to its letters of June
27, 2001, and June 28, 2001, filed with the Cerk of the
Conmi ssi on.

3) The Conpany shall file executed agreenents with the
Conmi ssion conformng to the revisions that Virginia Power has
proposed in its June 27 and June 28 letter filed with the Cerk
of the Comm ssion in this docket.

4) This matter shall remain under the continued review,

audit and appropriate directive of the Conm ssion.



